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KEY ECONOMIC INDICATORS 


Switzerland 
(in millions of Swiss francs unless noted) 
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1987 
Projections 
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Principal Swiss Imports from U.S. (1986): industrial machinery (766); precious 
stones and jewelry (479); electrotechincal machinery (361); industrial process and 
control instruments (341); organic chemicals (240); aircraft (368). 
Swiss Exports to U.S. (1986): industrial machinery (1,662); organic chemicals, 
dyestuffs, pharmaceuticals (865); watches (814); optical, medical & industrial 
process & control instruments (499); power equipment (367); precious stones and 


jewelry (335). 


(a) Surplus; (b) Average first quarter 1987. 


Principal 


Sources: Die Volkswirtschaft; Wirtschaftsspiegel; Monatsbericht Schweizerische 
Nationalbank; Jahresstatistik Aussenhandel der Schweiz; Survey of Current Business 








ECONOMIC OVERVIEW 


The upswing in the Swiss economy, underway since 1983, lasted well 
into 1985, but started to level off in 1986. A key stimulus, both 
in real terms and expectations, was the fall in the price of crude 
oil. This has maintained buoyancy in world demand for capital 
goods on which an industrialized exporting economy like that of 
Switzerland heavily depends; it cushioned the negative effect on 
the country's foreign sales of the appreciation of the Swiss 
franc. More importantly, its deflationary effect helped to boost 
Swiss real incomes and stimulated the increase in private 
consumption, which replaced exports as the crucial growth element 
in 1986. 


In 1986 gross domestic product expanded by 2.8 percent. Salaries 
and wages increased by 3.5 percent. Inflation, at 3.4 percent in 
1985, fell to 0.8 percent in 1986, and is expected to hover around 
the one percent mark in the current year. Swiss companies 
continued to restructure. Corporate investment in streamlining 
manufacturing processes rose by about 20 percent in the past two 
years. The upsurge in foreign and domestic demand led to virtually 
full capacity utilization and, in some industry sectors, to a 
shortage of qualified labor. The unemployment rate dropped to 0.8 
percent. Industrial performance and productivity improved markedly 
and company earnings, particularly in the chemical industry, were 
substantial. 


Switzerland's stable economic record and prospects are generally 
interpreted as virtue rewarded. The work week still stands at 43 
hours. Management-labor relations were harmonious and 
characterized by a minimum of disputes. By sticking to a 
consistent anti-inflationary policy based on a slow, steady growth 
of money supply and balanced national budget, and not overreacting 
to changes on international markets, the authorities have kept an 
open path to medium-term economic growth. 


ECONOMIC PERFORMANCE: INDUSTRIAL PRODUCTION 


Average industrial production showed an across the board increase 
of 4.0 percent in 1986. It was thus somewhat lower than in the 
previous year when it had registered an advance of 6.0 percent. 
Nevertheless, Swiss industry, which employs 38 percent of the 
country's workforce, remained of vital importance to the health of 
the economy. The high and generally profitabie level of industrial 
activity was reflected in this spring's crop of annual reports. 
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Among the top names of Switzerland's engineering industry, Sulzer 
Brothers, Von Roll, and Georg Fischer returned to the profits zone 
on a group basis. Even Brown Boveri, which had for several years 
been suffering from diminshed world demand for power equipment, 
showed improved results in 1986. The engineering industry as a 
whole registered an above-average production increase of 8 
percent. The strongest performance, with a production increase of 
12 percent, was achieved by the Swiss watch industry. In a world 
transformed by quartz technology and fierce competition from Japan 
and Hong Kong, the industry has managed to reassert its primacy on 
world markets to which 90 percent of its production is exported. 
The country's other principal industrial sectors, chemicals and 
textiles, showed growth rates of 2 and 3 percent respectively. 


LABOR FORCE 


In 1986, Swiss industry and services employed a total of 3.01 
million people. This was one percent more than in the previous 
year. An estimated 30,000 new job positions were created by 
industry, which employed 1.222 million people. A total of 1.788 
million people, or 57 percent, were active in the services sector, 
which remained by far the country's most important segment, with 
respect to both employment and earnings. The number of people 
working in agriculture was estimated at 178,000, corresponding to 5 
percent of the total workforce. Roughly 84 percent of Swiss labor 
was employed by the private and 16 percent in the public sector 
(federal, cantonal, and local government agencies and 
enterprises). Women accounted for 30 percent of the workforce in 
industry and services. In absolute terms, an average of 25,714 
people were out of work during 1986, which was a drop of 15.3 
percent compared to the year before. The average rate of 
unemployment stood at 0.8 percent, the lowest since 1962. 


The Swiss labor scene was characterized by harmonious relations 
between management and workers. Only one strike occurred in 1986, 
involving 36 workers for the duration of one day. Employees and 
workers found little cause for dissatisfaction: real wages and 
salaries rose on average by nearly 4 percent, according to 
preliminary figures released by the Swiss Statistical Office. 
Swiss trade unions were again more concerned with preserving jobs 
than with flexing their muscles and gaining spectacular, but 
short-lived bargaining successes. 








PRIVATE CONSUMPTION 


Private consumption was remarkably robust in 1986, increasing 3 
percent, in real terms. This was by far the strongest pick-up in 
private consumption since the present recovery began and was double 
1985's increase. Confidence in the economic outlook, higher 
employment, and moderate wage advances, coupled with a meager 0.4 
percent rise in consumer prices generated stronger real purchasing 
power and helped unleash pent-up demand. Retail sales flourished, 
with the volume of sales increasing 4.6 percent over the previous 
year's level. Most notable were the significantly better sales of 
consumer durable household goods and automobiles. Car sales raced 
nearly 25 percent ahead of 1985's mark as consumers rushed to make 
their purchases before Switzerland's tougher exhaust emission 
regulations, requiring catalytic converters on most autos, became 
effective in the 1987 model year. 


Seasonally adjusted statistics indicate that private consumption 
declined in the fourth quarter of 1986, snapping a string of 
advances which had lasted six consecutive quarters. Firmer prices, 
modest wage increases, a decline in demand for automobiles, and a 
more somber outlook for the economy as a whole suggest more 
moderate expansion of real private consumption in 1987. 


Although private consumption was a key to a robust economy in 1986, 
some observers believed that consumers’ enthusiasm threatened to 
overheat the economy, giving rise to upward price pressures. 
Generally speaking, however, Switzerland enjoyed an excellent year 
in capping inflationary pressures--confirmed by the slight 0.8 
percent increase in the consumer price index (CPI). 


PRICES 


A closer look at the data, however, reveals that domestic price 
pressures continued unabated. Prices of domestically produced 
goods advanced 2.9 percent, just under the 3.4 percent rise of the 
previous year. Thus the overwhelming factor contributing to 
improved price performance was the decline in import prices which 
tumbled 4.5 percent. Wholesale prices declined, pushed down by 
lower domestic and imperted prices. But import prices dropped by 
10.5 percent compared to a modest 1.3 percent decline for domestic 
goods. 


More moderate purchasing activity and declining wholesale pricés 
suggest that significant upward price pressures will not 
materialize in 1987. Continued moderate domestic price advances 
coupled with a firming of import prices would indicate that the CPI 
increase will be slightly higher this year than last. 








CURRENT ACCOUNT 


The Swiss traditionally have been resolute savers, making the 
country a net exporter of capital. During the last twenty years 
the current account has been in deficit only once, a modest SF 900 
million in 1980. 1986's surplus of SF 13,500 million was a record 
high. 


The structure of Switzerland's external balances has been 
consistent. A deficit on the merchandise trade account is 
compensated by surpluses on services and capital income accounts. 
In 1985, a relatively weak Swiss Franc and high foreign interest 
rates contributed to good gains in tourism and capital income, 
contributing most of the SF 2,500 million increase in the surplus 
which totalled SF 12,800 million. Last year, the merchandise trade 
deficit narrowed by SF 1,600 million, a major factor in pushing the 
Surplus to its record level. 


The current account should remain in surplus in 1987. The 
merchandise trade deficit is running slightly under last year's 
level, but may widen throughout the year. Tourism, which was 
affected by Chernobyl and terrorism, should rebound from a 
disastrous 1986, and capital income should benefit from one-time 
currency appreciation gains. 


MONETARY AND FISCAL POLICIES: SETTING THE STAGE FOR BUSINESS 


Although the Swiss federal government and the Swiss National Bank 
are legally independent of one another, they share a fervent 
commitment to one basic objective of macroeconomic policy: price 
Stability, which permits business to make rational economic and 
financial decisions. The federal government seeks to keep its 
budget balanced, with new expenditures not exceeding GNP growth, 
and the national bank provides slow steady growth of money stock to 
nurture economic growth along its medium term potential. 


The federal government's balance sheet showed excellent results in 
1986: a record surplus of SF 1, 938 million. Lower expenditures 
and higher revenues, particularly from turnover sales taxes and 
stamp duties, were major factors contributing to the surplus. The 
federal government financial plan shows a surplus for the next two 
years with only modest deficits reappearing in 1989 and 1990. The 
Finance Department has used the occasion of the substantial surplus 
to press for tax reform, concentrating on the archaic turnover tax 
which taxes investment as well as consumption, and turnover stamp 
duties on securities transactions. Any changes, however, would 


require Parliament's approval, and thus a considerable length of 
time. 











The federal budget accounts for only about one third of all Swiss 
government expenditures, causing federal authorities to discount 
any signficant role it might play in providing stimulus to the 
economy. The federal government does, however, monitor economic 
developments and, on occasion, has authorized more rapid 
disbursements for federal projects or more direct assistance to 
combat localized instances of relatively high unemployment. 


The Swiss National Bank has announced targets for money base growth 
since 1975. In 1986 the SNB hit its target of 2.0 percent average 
annual growth for adjusted central bank money and has announced the 
same 2.0 percent target for 1987. SNB officials are determined to 
promote price stability through slow, steady growth of the monetary 
base, but do not ignore interest and exchange rate trends. In 
1986, the SNB adopted a more flexible monetary policy to ease 
certain technical problems that caused interest rates to rise at 
month's end as banks prepared end of month accounts. 


SNB officials have urged more stability in foreign exchange markets 
by improved coordination of responsible economic policies. On 
occasion, the SNB has participated in well-timed, coordinated 
foreign exchange market intervention and discount rate reductions 
with other European central banks. These actions are indications 
of the SNB's interest in coordinated policy activity and are not so 
significant as to detract from its fundamental monetary policy. 

The one important time the SNB adopted an exchange rate target 
policy was in 1978-79, when a rapidly appreciating Swiss Franc, 
particularly in relation to the DM, threatened the essential Swiss 
export industry. The inflationary repercussions of the- 
expansionary monetary policy required to influence the SF rate, 
however, have made the SNB more reticent to deviate from its 
fundamental policy for the sake of a more competitive exchange rate. 


AGRICULTURAL ECONOMY AND POLICY 


In 1986, the nominal value of total agricultural output is 
estimated to have delined by 0.5 percent to SF 8,750 million or 3.4 
percent of the GDP. The 1.8 percent growth in value of crop output 
only partially offset the decline in value of output in the animal 
husbandry sector. The latter declined by 1.2 percent, mainly due 
to lower producer prices. The value of the output is based on the 
total commercial production of agricultural products and producer 
prices and, therefore, includes price subsidies. Products for 
direct home consumption are not included. Due to generally higher 
prices for agricultural inputs, the decline in value of 
agricultural output indicates a further decline in agricultural 
income. 
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During 1986, agricultural policy of the Swiss Government became a 
major political issue. A referendum on a sugar ordinance led to a 
general discussion of agricultural policy issues. The high level 
of protection for Swiss agriculture--as well as production 
Ssurpluses--have been criticized by various associations. After 
both chambers of the Swiss Parliament approved the new sugar 
ordinance which would have increased the national sugarbeet quota 
from 850,000 mt to 1,000,000 mt, Switzerland's largest food 
distributing chain collected signatures in order to request a 
referendum on the new ordinance. Swiss voters then rejected the 
new ordinance with a majority of 61.7 percent. The public 
rejection of a new sugar agreement can be interpreted as a vote of 
no confidence in the official agricultural policy. The Swiss 
farmer's union is, consequently, enccvraging farmers to reduce 
Surplus production, particularly of milk and meat products. Some 
argue, however, that the current structural surplus production can 
only be remedied by changes in basic policy. 


A high degree of self-sufficiency is a primary goal of Swiss 
agricultural policy. This stems from 4 constitutional commitment 


to full parity of income between an adequate farm population and 
non-farm sectors. 


COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


The present exchange rate value of the dollar at 1.45 SF represents 
a 50 percent decrease from the high water mark of March 1985. This 
enormous decrease has not yet had a major impact on U.S. exports to 
Switzerland. According to Swiss government trade statistics, 
imports from the U.S. declined 9.0 percent in 1986. The U.S. share 
of the Swiss import market fell to 5.4 percent from 5.9 percent in 
1985. To a large degree these figures reflect exchange rate 
values. The volume of U.S. exports to Switzerland actually 
increased slightly during this period. However, this increase has 


been far less than expected in relation to the drop in the value of 
the dollar. 


Switzerland's prosperity and steady economic growth will continue 
to offer exciting prospects for U.S. exporters. The low value of 
the dollar makes U.S. suppliers highly competitive in price terms. 
U.S. firms, using price as an opening wedge, must take advantage of 
the present situation to demonstrate their commitment to the Swiss 
market. This should include appointing an agent or distributor and 
attending to their needs. The Swiss are discerning buyers. 
Industry and consumers demand a high degree of quality, service and 
reliability. A local representative is, in most instances, 


essential to reassure customers that the U.S. firm will stand 
behind its product. 
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Swiss industry relies heavily on foreign markets. Exports 
represent over 40 percent of the country's gross domestic product. 
Swiss firms must remain competitive internationally to survive. 

The tight labor market and high wage structure force Swiss firms to 
look to more sophisticated equipment (such as CAD/CAM) to improve 
efficiency and productivity. U.S. high technology is ideally 
suited to profit from the present environment. 


The U.S. Department of Commerce's Foreign Commercial Service (FCS) 
located at the U.S. Embassy in Bern and the U.S. Consulate General 
in Zurich are well placed to assist U.S. companies seeking to enter 
the Swiss market. The following promotion program in 1987 is 
designed to provide U.S. companies with market exposure: 


January Visit USA Seminars 


March Printemps Informatique (office systems) 
May "Meet America” business meetings 
June Jewelry Trade Mission 


October TELECOM '87 
November Flexible Automation 
February ‘88 “Industrial Handling '88" 


In addition to these FCS-sponsored events, U.S. firms can 
participate in a number of trade shows, many with international 
appeal, organized by trade fair authorities in Zurich, Basel, 
Lausanne, Montreux, and Geneva. These trade fairs can provide U.S. 
firms with considerable exposure and offer an excellent 
introduction to the Swiss and other European markets. 


FOREIGN INVESTMENT 


Swiss regulations regarding foreign investment generally accord 
national treatment to foreign firms. Restrictions principally 
concern the purchase of real estate by foreign individuals and 
limiting the number of work permits for foreign workers. Neither 
of these restrictions seriously affects business operations. In 
addition to direct investment, many Swiss firms are open to 
licensing and joint venture opportunities. 


U.S. direct investment in Switzerland has an estimated book value 
of $16 billion, representing seven percent of total U.S. investment 
abroad. U.S. firms employ 46,000 workers in Switzerland. 








Swiss firms have found the U.S. investment.climate congenial. 
Along with international giants, such as Nestle (which acquired 
Carnation in 1985) and CIBA-GEIGY, many medium-size and small Swiss 
firms have established operations in the U.S. Total direct Swiss 
investment in the U.S. is now estimated at $8.3 billion. As a 
resuit, Switzerland has become a target for many state and 
municipal organizations eager to attract investment to their area. 
The main attraction is the spectacular growth opportunity the huge 
U.S. market affords. The exchange rate may also cause Swiss firms 
to consider local production or assembly in the U.S. in order to 
conserve markets previously supplied through direct imports. 


TRAVEL USA 


The dollar's low exchange value has made the U.S. a prime 
destination for Swiss travelers. Over 200,000 Swiss are expected 
to visit the U.S. this year and will spend over $500 million in the 
process. The U.S. has become a bargain destination compared to 
other countries. 


The affluent Swiss are demanding travelers. U.S. travel firms 
should consider paying attention to thie market through local 
agents or representatives. Tour operators, airlines, hotels, and 
other organizations serving the tourist industry may participate in 
annual travel promotion events taking place in Switzerland. The 
FCS in Bern organizes two of these events--the Travel Trade 


Workshop in Montreux and the Visit USA Seminars in Lausanne and 
Zurich. 


AGRICULTURAL TRADE 


In 1986, total agricultural imports declined by 6.3 percent to SF 
8.184 billion. Imports from the U.S. dropped by 24.8 percent to SF 
373 million. However, in terms of U.S. dollacs, imports from the 
U.S. increased by 2.4 percent to U.S.$ 207 million. Import volumes 
by agricultural commodity groups (BTN groups) diverged widely. 
Import volumes of fruits, vegetables, fats and oils, meat, dairy 
products, and forestry products rose slightly while imports of 
oilseeds and cotton were below the previous year's level. Swiss 
agricultural imports as a percentage of total Swiss imports 
declined slightly to 11.1 percent compared to 11.7 percent in 

1985. The respective figure for the Swiss trade with the U.S. 
decreased from 11.3 percent in 1985 to 9.4 percent in 1986. This 
is mainly a result of the increased consumption of durable consumer 
goods in 1986 which have a high import content in Switzerland. The 
European Community supplied 62.9 percent of total agricultural 
imports, while the U.S. share declined to a record low level of 4.6 
percent in terms of value. Over the past five years, the U.S. 
market share averaged 5.9 percent. 
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Despite the relatively small share of the total Swiss agricultural 
imports, the Swiss are a traditional and relatively stable customer 
for U.S. products. The potential for expanding trade in bulk 
commodities depends solely on crop output on a year-to-year basis. 
Further, imports of bulk commodities reflect mainly the world 
market situation for the respective products. As long as U.S. 
products will be available at competitive prices, the U.S. will 
remain Switzerland's major supplier of raw cotton, oilseeds, and 
raw tobacco. The U.S. faces strong competition in the Swiss market 
for grains from Common Market and Eastern European producers. 


Due to the high living standards and insignificant non-tariff 
barriers on products not produced within Switzerland, there is 
great potential for expanded sales of high value 
products--particularly aquacultural products and specialty crops 
such as nuts, frozen fruits, berries, and vegetables. Good market 
chances also exist for health foods and wine. 


Several farmers’ groups have sought implementation of additional 
trade barriers on feed grains as well as on aquacultural products, 
poultry, and game. According to the Federal Council, the GOS is 
aware that because of the GATT round, protectionist measures cannot 
be fully implemented. Producer groups, however, might urge further 
restrictions on imports of poultry and feed grains on the basis of 
current legislation. Importers hope that Swiss agricultural policy 
will be discussed and criticized in the new GATT round. 











